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KEY ECONOMIC INDICATORS 


All values as stated. Average official exchange rate in 1975 
U.S.$ 1.00 = 5,55 Czech crowns (Kcs) 
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Physical % change 
unit or 1974 1974/75 
value 
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INCOME, PRODUCTION, EMPLOYMENT 


National Income billion Kcs 329 345 

Per Capita (NI) Kes 2275.59 232.25 
Capital Investment million Kcs 110 M77 
Avg.Industrial Wage monthly Kcs 2,161 2,290 
Labor Force mil. workers Tae io 


BASIC INDUSTRIAL OUTPUT 

Electricity mil. kWh 53,473 56,026 
Crude steel 1,000 t 13,158 13,640 
Plastics (PVC, 

Polyethylene,etc.) 1,000 t 356.2 389.8 
Chemical fibers 1,000 t 124.8 13% 
Private autos units 164,448 168,701 
Cement 1,000 t 8,381 8,967 
Paper 1,000 t 647 659 


FOREIGN TRADE (Czechoslovak data) 


Imports: 
Total mil. Kcs 35,805 43,974 50,667 


Socialist countries 24,386 28,575 35,176 
Non-socialist - 11,419 15,399 15,491 
From U.S. * 788 796 755 


Exports: 
Total 25. 3ce 41,213 46,906 
Socialist countries 24,954 27,716 33,442 
Non-socialist PP 10, 368 13,487 13,464 
To U.S. x 220 180 


(U.S. Data) 

Exports to CSSR * il. I26k 48.6 52.9 

Imports from CSSR * 3562 45.6 35.4 

Balance + 36.9 +: 320 + 17.8 

(U.S. ) (U.S.) (j.5.)° 

Footnote: * The apparent discrepancy between U.S. and Czechoslovak trade data 
(when the latter are converted to $'s at official parity) results 
largely from transhipments. Much of what the CSSR buys from the U.S. 


goes via West European ports, appearing as West European imports in 
U.S. data but correctly as Czechoslovak imports in CSSR statistics. 
Sources: Statistical Yearbook CSSR (1975);Report of the Federal Statistical 
Office on the Development of the National Economy and the Fulfilment 
of the Plan in Czechoslovakia in 1975; 
U.S. Department of Commerce Data. 





APRIL 6, 1976 
CZECHOSLOVAKIA 
SUMMARY 


The Czechoslovak Socialist Republic (C.S.S.R.) completed its Fifth 
Five-Year Plan (FYP) in 1975 with modest economic growth but serious 
industrial problems. Trade deficits rose with both CEMA partners and 
the West, including the U.S. The Sixth FYP (1976-80) will rely heavily 
on Western technology and capital goods to improve industrial 
efficiency, up-grade quality of output and strengthen the export sector. 
Special emphasis will be given to machine tools, petrochemicals, metals 
and energy. U.S. exporters of advanced equipment and know-how will 
enjoy good sales opportunities, particularly once bilateral trade and 


political relations with the C.S.S.R. improve. Best prospects include 
materials handling equipment, control systems, EDP equipment, process 
instrumentation, construction and coal-mining equipment, and industrial 
electronics. The American Embassy in Prague and Department of Commerce 
are eager to assist U.S. exporters in expanding sales to Czechoslovakia. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 
Modest Growth in 1975; Serious Problems Remain 


Czechoslovakia's economy registered modest growth during 1975, ending 
the Fifth Five-Year Plan (1971-75) with most targets met. National Income, 
the key macro-economic indicator for its centrally planned economy, grew 
by six percent during the year (compared to 4.9 percent in 1974), according 
to the Federal Statistical Office. Other percentage growth rates for 1975 
(followed by the 1974 rate in parentheses) were: Capital Investment 7.9 
(6.4); industrial output 7.0 (6.2); and production of electricity 5.7 (4.8); 
crude steel 5.0 (3.7); plastics 9.8 (9.4); private autos 4.0 (2.6) and paper 
15.5 (2.2). However, not all 1975 growth rates exceeded those of 1974. 
Agricultural production fell 0.7 percent, with bad weather and other problems 
causing lower outputs of vegetables, grains, sugarbeets and potatoes and 
a decline in livestock herds. Cement output rose by only 3.8 percent, half 
the 1974 rate, and retail sales turnover actually fell. Domestic prices were 
again held approximately at 1970 levels at substantial cost to the govern- 
ment in the form of subsidy payments to local enterprises. 


Although the C.S.S.R. ended its Fifth Five-Year Plan growing faster than 
earlier in the Plan's 1971-75 period, the country still faces serious economic 
problems. Its overall growth rate remains among the lowest in Eastern 
Europe and is expected to slow even further during 1976-80. Its once inter- 
nationally competitive industries are increasingly hard pressed to earn the 
foreign exchange - particularly hard currency - which the resource-poor 
country badly needs to import raw materials plus modem industrial equipment 
and Western technology. Labor shortages, low productivity, worker apathy, 
obsolete industrial plants, wasteful production methods and related diffi- 
culties cloud Czechoslovakia's economic future. Its industry is also badly 
fragmented into a plethora of product lines, sharply restricting economies 

of scale and negating the advantages of specialization. 


Foreign Trade; Double Deficits 


In 1975, for the second year in a row, the C.S.S.R. ran substantial overall 
trade deficits with both its CEMA and non-Socialist (i.e. non-Communist) 
partners. Its total deficit with other CEMA members almost tripled from 
1974--from 533 to 1,413 million crowns (100 crowns = $18.02)--in contrast to 

a 568 million crown surplus in 1973. Trade with non-CEMA countries was 
again unfavorable as Czechoslovakia's total deficit with the West and 
developing countries came, as in 1974, to around 2 billion crowns (compared to 
a billion crown deficit in 1973). The recession in capitalist countries 
generally depressed Czechoslovak exports to Western markets, but the 
worsening of the C.S.S.R.'s trade balance with the CEMA group stems 





largely from the Soviet Union's decision to raise substantially the prices 
Czechoslovakia must pay for imports of oil and other raw materials. 

These higher prices took effect in 1975. Like some other CEMA countries, 
Czechoslovakia has typically kept two-thirds of its international trade 

with Socialist countries. Because the C.S.S.R. must now export more 

and more industrial goods eastward to pay for more costly commodity imports, 
Czechoslovakia may find CEMA's share of its total trade rising further still. 
Nevertheless, Czechoslovakia authorities clearly recognize the need to 
increase trade with the West if they are to obtain the capital goods and 
technology required to cope with the nation's economic problems. 


Trade With the U.S.; A Disappointing Downtum 


C.S.S.R. data show that Czechoslovakia exports to the U.S. fell 44 percent 
in 1975 while U.S. imports dropped 5.4 percent. (Official U.S. statistics, 
which tend to understate American exports to Czechoslovakia by omitting 
some transhipments through West European ports, indicate minus 23 and 
plus 8.8 percent respectively. Two-way trade totaled $88 million, with a 
$17.8 million bilateral surplus for the U.S.) Last year for the first time in 
recent history, Czechoslovakia slipped to fourth place (behind Hungary as 
well as Poland and Romania) as an East European trading partner of the U.S. 


In addition to problems of recession and inflation in the U.S., a major 
obstacle to more vigorous bilateral trade has been Section 408 (the Long- 
Gravel Amendment) of the U.S. Trade Act of 1974. This provision effectively 
denies to Czechoslovakia any benefits of the Act - most notably Most- 
Favored-Nation (MFN) status - until the gold/property claims initialed 
between the C.S.S.R. and the U.S. in 1974 is renegotiated on terms 
acceptable to the U.S. Congress. Along with other East European countries 
and the U.S.S.R., Czechoslovakia is also affected by Section 402 (the 
Jackson-Vanik Amendment) of the same Act, which links normalization of 
trade relations with emigration policy. Czechoslovak officials have said 
that trade with the U.S. cannot expand to its full potential until the 
problems related to the Trade Act are successfully resolved. 


Meanwhile, over 60 percent of U.S. exports to Czechoslovakia are agri- 
cultura] products, including soybean oilcake and meal, hides, tobacco, 
sunflower seeds and peanuts. The leading industrial imports from the U.S. 
in 1975 were: electronic computers, parts and related equipment; measuring, 
testing and control instruments; videotape and sound recorders; mining and 
construction equipment; organic chemicals and communications equipment. 


The Sixth Five-Year Plan (1976-80) 


Although the Sixth FYP had not been approved in final form as this report 





was written, Czechoslovak authorities have provided considerable advance 
information on the Plan in the form of draft directives and other comments. 
The basic thrust of the new Plan. will undoubtedly be to improve the 
efficiency of industrial output, up-grade the quality of product and promote 
"intensive" rather than “extensive" economic growth. (The last point 
apparently reflects the need to concentrate investment on developing selected 
industrial sectors that promise greater export opportunities and on remedying 
existing bottlenecks and weaknesses.) Heavy industry will clearly be 
favored over consumer goods, with special emphasis on machine tools and 
other "engineering" products, petrochemicals, steel, energy and other 
industrial inputs. The Plan evidently will not call for any fundamental 
economic reforms or deviations from centralized planning. Purchasing pro- 
cedures with foreign firms should remain unchanged. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


American Firms Can Increase Their Share of Czechoslovak Imports 


Various Czechoslovak officials have indicated that some $3.5 billion will 
be earmarked for imports of Western capital equipment and know-how between 
1976 and 1980. (Traditionally a very conservative borrower in Western money 


markets, the C.S.S.R. - which enjoys an excellent credit rating abroad - 
may turn increasingly to overseas loans to fund these vital imports. It seems 
unlikely, however, that foreign borrowing will grow to the levels of some 
other East European countries.) Despite current bilateral] trade difficulties, 
American firms face an excellent opportunity to expand their share of Czecho- 
slovak imports over the longer term. Plant and foreign trade organization 
(FTO) officials as well as government authorities typically make no secret 

of their desire to see imports from America increase because of their very 
high regard for the U.S. industrial goods which the country badly needs. 
Although the total non-Socialist share of C.S.S.R. imports is unlikely to 
rise, U.S. traders can hope to boost their percentage of the Westem share. 
Czechoslovak leaders generally would welcome such a shift in America's 
favor because of their concern that some West European countries now have 
too dominant a trade position. Those American firms willing to invest the 
time and effort now to make their products and sales personnel hetter known 
to Czechoslovak purchasing authorities can look forward to increased sales 
in the future, particularly if U.S.-Czechoslovak trade and political relations 
improve. Market development in Czechoslovakia is not easy, particularly 
for firms new to Eastern Europe, but it can pay real dividends. Product 
loyalty tends to be very strong, and Czechoslovak enterprises are usually 
quite punctilious about meeting their contractual obligations. 
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Representational Offices and Industrial Cooperation Agreements 


Czechoslovak authorities have recently taken some new steps to encourage 
U.S. and other Western businessmen to bring advanced technology to the 
C.S.S.R., where foreign equity investment is forbidden. In late 1975, the 
Ministry of Foreign Trade (MFT) published details on Decree 125, "The 
Performance of Foreign Trade Activities on Behalf of Foreign Enterprises". 
The decree outlines procedures under which Western firms can obtain MFT 
approval for opening representational offices in the C.S.S.R. The existing 
shortage of suitable office space and qualified local personnel poses 
practical problems, however, and no such offices had been approved as of 
March, 1976. Czechoslovak officials have also increasingly endorsed 
industrial cooperation agreements (ICA's) as favored mechanisms for bringing 
Western technology and capital goods into Czechoslovakia at minimal hard 
currency cost. Under such arrangements, the Western firm providing the 
plant and technology typically accepts partial payment in the form of plant 
output (i.e. buyback) or some other local product. Czechoslovak officials 
are especially interested in complementation arrangements. ICA's have not 
yet become as common in the C.S.S.R. as in other East European countries, 
but this situation may change in the face of greater official encouragement. 


Best Prospects for U.S. Exporters 


Since radical changes to the existing centrally directed economic system 
appear unlikely, Czechoslovak planners and managers will no doubt have 

to rely heavily on technological and scientific advances to deal with their 
industrial problems. The United States enjoys a preeminent position as 
tne ideal source for much of this know-how and equipment, although compe- 
tition from West European suppliers will remain intense. 


Tumkey projects, such as complete petrochemical, chemical fiber or pulp 
and paper installations, will provide significant sales opportunities. How- 
ever, these big ticket projects may prove to be somewhat less attractive to 
U.S. bidders if the Czechoslovak Govemment attempts to link them to 
industrial cooperation agreements. Many American exporters will find more 
realistic business prospects in less grandiose projects aimed at modemizing, 
up-grading or expanding existing production facilities, which the new Five- 
Year Plan will undoubtedly emphasize. Materials handling equipment, 
numerically controlled machine tools:(including transfer lines for engine 
blocks and other automotive components) and related control systems, 
electronic data processing equipment, process control instrumentation and 
advanced metallurgical technology will all represent good sales opportunities. 
Construction and coal-mining equipment, food processing and packaging 
machinery, industrial electronics, advanced production technology and 





automated equipment for rolling mills as well as items related to oil and 
gas pipeline construction and operation will also be important. Interest 
in buying foreign licenses will become keener. 


U.S. exporters should keep in mind Czechoslovakia's priority objectives 

for the coming years: improved efficiency in the utilization of raw materials 
and fuel; greater use of labor-saving machinery and techniques; higher 

output quality and increased productivity. Special emphasis will be laid on 
strengthening the export sector, which produces such items as machine tools, 
vehicles, textile and shoe machinery, motorcycles, turbines, tractors, glass, 
costume jewelry and ceramics. The consumer goods industry, agriculture and 
housing will receive less but still significant attention, whereas intensified 
exploitation of domestic energy resources (mainly coal and lignite) will rank 
high in official planning priorities. 


In sum, prospects for American exports to Czechoslovakia are good over the 
longer term, even though bilateral relations have not yet been conducive to 
the rapid development of trade occurring between the U.S. and certain other 
East European countries. Nevertheless, American industry produces what 
Czechoslovakia wants and needs: advanced technology ad products, 
particularly capital goods, which can help the C.S.S.R. strengthen its 
economy and export capabilities. To take advantage of these emerging trade 
opportunities, U.S. firms will need to compete vigorously with West 
European traders who generally enjoy the advantages not only of proximity 
to the market but also of greater experience in selling to a centrally planned 
economy. 


Assistance to U.S. Exporters 


The American Embassy in Prague carries on an active program of assisting 
U.S. businessmen interested in selling to Czechoslovakia. Both new-to- 
market firms and those already familiar with the C.S.S.R. are invited to 
contact the Economic/Commercial Section for a variety of services. The 
U.S. Department of Commerce, in cooperation with the Embassy, also 
sponsors periodic sales seminars, missions and other trade promotion 
activities in the country. The most important of these is the U.S. exhibit 
at the Brno Engineering Fair in September, one of the most important 
marketing events in Eastern Europe. U.S. businessmen interested in 
participating in any of these activities are urged to contact the Department's 
Bureau of East-West Trade or the Embassy. 


wy U.S. GOVERNMENT PRINTING OFFICE: 1976—210-946/159 3-1 





